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1. Co NTIAL ENTIRE TEXT.
2 UMM = THE BRAZILIAM ECONOMY IS GOING TH4ROUGH & DIS~-
JRGA ED ADJUSTMENT PROCESS. FAILURE TO ACCOMMODATE THE
DOMESTIC ECONOMY IWN & TIMELY FASHION 7O THE NECESSARY
LARGE SWING IN THE CURRENT ACZOUNY~--WHICH IS OCCURRING~--
HAS AGGRAVATED EXISTING DISTORTIONS. THE RESULT HAS BEEN
AN UPWARD LURCH IN INFLATION 70 ANNUAL RATE OF 287 PERCENT
IN THE FIRST SEVEN MONTHS OF 1983y A STEADY ERODING--
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AND SERIOUS FINANCIAL 3TRAIN THROUGHOUT THE EZONOMY. THE
MEASURES NECESSARY TO CONTAIN AND THEN CORRECT THE SItua-
TION ALL IMPLY A SHARP CONTRAZTION IN FIMAL DZMAND DJVER

. THE NEXT 18 MONTHS. UNDER GOADING FROM THE IMF THE 508

BEGAN IMPLEMENTINS MANY OF THI NECESSARY FURTHER POLICY
ADJJSTMENTS AT MIOD~YEARe SUBSIDIES ARE BEING CUITAILED,
PUBLIC SPENDING IS BEINS3 RESTRAINEDy A TIGHT MONETARY
POLICY APPEARS 7O BE BIING IMPLEMENTED, AHD SOME NEW TAXES
HAVE BEEN ADDED. BUT NEW DISTORTIONS HAVE ALS O BEEN
INTRODUCED. PARTICULARLY IN THE AREA OF PRICE/INTEREIST
CONFROLSy WHICH WILL NEED TO 3E CORRECTEZD» THE NEW SALARY
ADJISTMENT LAW WILL HELP IN THE ANTI-INFLATION PR0OGIAM BUT
WIL. ALSO CREATE DISTORTIONS THAT WILL HAVE 73 BE CDORREC-
TED LATER,
3. THE CURRENT ACCOUNT DIFICIT SHOULD DROP TO 7.6 3ILLION
OOLLARS IN 1983 FROM 14.7 BILLIDN IN 1982, NIXT YEAR
SHOJLD BRYNG A FURTHIR SMALL IMPROVEMENT 7O 5.9 3ILLION
DOLLARS. THERZ IS STVILL NO ASSURANCE DEFICITS OF THES
MAGNITUDE CAN BE FINANCED. 8Y OUR CALCULATIONS, UNIDENTI-
SIE) NEW FINANCING 0 3.8 BIL_ION DOLLARS HWILL NEED T2
BE FOUND THIS YEAR aMD ANOTHIR 51 BILLIOM DOLLARS NIXTY
YEAR . THESE ESYTMATES ASSUME THE RESERVE ACCUMULATION
TARSETS OF THE IMF ARE MET AN) THAT BOLD SALES ARE ZOUNTZD
IN THESE RESERVE TARSETS. FOY ESTIMATION PURPOSESy HE
HAYZ ASSUMED THE CURRIESNT TALKS HITH THE IMF AND THE 3aNKS
WI._. BE SUCCESSFUL AMD T4AT T4E FINANCINS WILL BE FIUND.
%. IF TdE POLICIZS THAT HAVE BEEN ADCPTED ARE CONSISTENT-
LY IXECUTEDy GDP SHOULD FALL IN THE SECOND HALF OF 1383
AND THROUGH MOST OF 1984, IM LATION ALSO SHOJLD DRI
SUBSTANTTALLY. BASI) ON PAST PIRFORMANCE IT IS 4ARD TO BE
CON- IDENT ABOUT THZ CONSISTEMIY AND CONTIMNUITY O EZONOMIC
POLICY. THE DOMESTIC MOOD IS SOUR AND PUBLIC SUPPORT FOR
NECISSARY ADJUSTMEINT POLICIES IS WEAKe MAM=IN=-THE-STRIET
ATTITUDES ARE THAT A MAJOR CONTRACTIDN OF LIVING STAVDARDS
HAS ALREADY BEEN INDURED CVER THE PAST TWd AND ONE HALF
YEARS. PUBLIC DISCUSSION OF MORATORIUM HAS CONVEYI) THE
THZ MISLEADING IMPRESSION THAT THERE MAY BE AN EBSIIR
ADJJSTMENT PROCESS THAN THE IMF/GOB PROGRA M. IN THIS
ATMOSPHEREy WITH THE SALLRY L&W STILL PENDINS BEFORZ
THE CONGRESSy #WITH LARGE PAYMINTS ARREARSy AND MWITH
THC WNECESSARY EXTERNAL FINANCING STILL NOT NAILED D2V,
THERE ARE AMPLE OPPORTJNITIZS FDR THE DOMESTIC AND IXTER-
NAL ADJUSTMENT PROGRIMS TO COME UNRAVELED.
5 DETAILED SUPPDRTING TABLES WERE TRANSMITTZD IN
BRASILIA 7271. E£ND SUMMARY,
6« RECENT ECONOMIC DEVELIPMENTS
- STATISTICS DN DOMESTIC ZCONOMIC PERFORMANCE IN THEI
FIRST HALF OF 1983 ARE SKCETCHY AND CONTRADICTORY.
PLAVNING MIMISTRY OFFIZIALS TILL US THEY ESTIMATE G)°
GRO4TH WAS ZERD FOR THE FIRST SIX MONTHS OF THE YEAR;
WE EXPECT THERE 448 8 SMALL DICLINE. INDUSTRIAL PRJI)JC-
TION FIGURES HAVE BIiM DELAYEDS THE AVAILABLE STATISTICS
THROUGH FEBRUARY SHOYW 2RODUCYION DOWN 85 PCT COMPARLD
YO JAN-FER 1982, FOR SOME INDIVIDUAL SECTORS, TRADEZ
A330CTATION NUMBEZRS TMIICATE "ROUDUCTION WAS BETTEIR IV
THE FIRST HALF OF THE YEAR THAN THE GENERAL ATMOSPHIREZ
OF RECESSION HOULD SUGGESTe. VEHICLE PRODUCTION WAS U2,
CONFIDEWNTTIAL
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| PCTs PETROLEUM 4AS UP 24,8 PCT. INDUSTREAL EZLECYRICITY

! UST WAS UP 9,3 PCT. RITAIL TIADE ASSOCIATION FIGURZS,

| HOWIVERs HAVE REAL SALES OFF 3=-5 PCT IF AUTOS ARE

i+ EXCLUDEDe TaVs. SALES WIRE DFF 38 PCTe FIESP FISURES

| FOR SAD PAULO SHOW TOTAL HOURS HORKED IN THE INDUSTRIAL

| SECTOR WERE DOWN 1849 PCT IN JUNE COMPARED TO JUME LASY

| YEARy AND THE FIESP ACTIVITY INDEX WAS DOWN 2.9 PCT.

| Te OM A MORE IMPRESSIONISTIC LEVEL IT APPEARS DIMAND AND

| PRDIUCTION WERE HILD U2 IM THI FIRST HALF BY SOME S2EZCIAL

i FACTORS PLUS SPENDIMG BASED ON INFLATIONARY ANTIZIPATIONS.

| 4 SP?ECIAL TAX EXEMPTION FOR TAXIS PLUS INFLATION HLDIGE —

i BUYING BY HOUSEHOLDS APPEZAR T2 EXPLAIN THE AUTD FIGUIES.

| RECZINTLYs AUTO SALES HAVE BIEN RUNNING OUT OF STZAM.

| STZIL IS ACC ACCOUNTID FOR BY BETTER FOREI'GN SALESe REACZ
| WAGES FAIRLY CLEARLY MJST HAVYZ DECLINED BECAUSE 0OF THE

| RAPID ACCELERATION JDF INFLATION AND THE SIX~-MONT4 LAG

¢ IN SALARY ADJUSTMENTS . RTZDUCID INDUSTRIAL EMPLOYMEMT
SHOULD ALSO HAVE ZUY RZAL INCOMES., PERSOMAL SAVINGS RATES
] MUST HAVE FALLEN AS HOUSEHOLDS TRIED TO MAINTAIN LIVING

| STAVDARDS.

| -

| Be TuWD SECTORS WHERI ACTIVITY HAS BEEN PARTICULARLY

| HARD HIT ARE CONSTRUCTION AMD INVESTMENT, HITH

| ITNTZREST RATES EXTRIMELY HISH AND MONEY FROM THE HIJSING

| BANKS SCARCEs NEW STARTS HAVE SLUMPED. CONSTRUCTION —
1 MATZRIALS ARE AMONG THE SLOWEST RISING COMPONINTS OF THE

| GENZRAL PRICE "NDEX. NEW CAPITEL EQUIPMEINT ORDERS 4iVE

| WITHERED AS THE STATZI ENTERPRISESy HHICH HAD 3EEN THE

. MATNST2Y OF INVESTMZdTs BEGAN SCALING BACK THZIR PROJICTS.
| 9. AGRICULTURAL PRDIDUCTION IS5 STILL BEIMS TALLIED 3UT IT
! IS5 NOW EXPECTED THAT TOTAL JUTPUT WILL BI ONLY A30UT LEVEL
| WIT4 LAST YEAR AND SUBSTANTIALLY LESS THAN EXPECTED ZARLIE
IN THE YEAR. GRAINS AND OIL SEEDS PRCDUCTIONs ABQUT &8

\ 2CT OF TOTAL AGRICULTURAL QUT?UTy WILL BE DOWM ABOUT 5

| PCTy MHILE COFFEEy 27 PCT OF 3G QJUTPUTy HILL BE UP 78 PCT.
4 19, NEAR TERM PROSPECTS

i - IF GDP MANAGED TO REMAIN FQUGHLY LEVEL IN THE FIRST

; HALF OF THE YEARs EVERYTHING >DINTS TCWARD FaLLING

| ACTIVITY IN COMING MONTHSs PILICY MEASURES THAT HAVE

BEEN ADOPTED FAIRLY S5UARANTEZE THIS.

| 11e THE HEART OF THE BIAZILIAN ASREEMENT WITH THE IYF IS

A MLJOR CUT IN THE PUBLIC SECFrOR DEFICIT. UNDER THZ PRO-
GRAM THE DEFICIT IN ?EAL TEIMS WOULD DECLINE FROM He8 -
PCT OF GDP IN 1982 T0O 2,9 PCT IN 1983 AND #~8.5 PCT 1IN

1984 . THE BRAZILIANS CLAIM THE DZIFICIYT DROPPID 1.5 2CT PT

0F 5DP IN THE FIRSY H4ALF 9OF 1983. IF TRUEs THE DECLINE

MUST HAVE BEEN DUI TO TAX INCREASES SINCE NO PROGRESS

HAS MADE ON CREDIT SUBSIDIES AND STATE ENTERPRISE DEFICITS

i APPARENTLY DID NOT JICLIMIZI. STATE GOVERMHMEWNTS, HWHICH ARE

| INC_UDED IN THZ DEFICIT CONCE®Ty ARE ALMOST ALL IN

' CHADTIC FINANCIAL SHAaPI AND THAEY NILL BE REDUCING THZIR

| DEFICITS FROM NECESSITY AS MUCH AS FOR POLICY REASON3.

| 12« HWITHDRAWAL OF THE ®ETROLIUM, MHEAT AMD ASRICULTJRE e
| CREJIT SUBSIDIES SHOULD HAVE 3UBSTANTIAL EFFECTS ON REAL

: INCOMES. DEMAND FOR PITROLEUM AND HHEAT IS RELATIVILY

; INELASTIC SO HOUSEHILOS HILL BE PAYING A 5000 DEAL MIRE

| FBR A LITTLE LESSe. THZ ASRICJLTURAL CREDIT SUBSIDIZS

| COoONFIDEMNMTIAL
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WHAT EFFECT THEIR WITHORAWAL WILL HAVE OM PRODUCTIONy BUT
IT CLEARLY WILL MEAN A LOSS Id REAL INCOMES TD THOSET HHO
4AD BIEN GETTING MONTY AT 68 2CT WHEN SOVERNMENT SEZJI-
TIES WERE YISLDING IM ZXCESS OF 242 PCT.

3, OTHER DIFICIT REDUCTIIN MIASURES HWILL HAVE A MD3:Z
TRECY EFFECT ON FINAL DE4MAND. STATE ENTERPRISE 2URC4{4SES
F INVESTMENT GOODS WILL HAVE 0 DECLINE ALTHOUGH THE
MPAZT OF THIS MAY ALRIZADY HAVI BEEN PARTIALLY RESISTERED
N RIDUCED ORDERS FROM THZ PRIVATE SECTOR.

14, THE EFFECT OF THE SALARY LAW IS 2 LITTLE TRICKY TO
ANA_YZE BUT AS WE RZAD ITy IT SHOULD CURTAIL CONSUMIR
~PINDING BY RFDUCING EX?ECTED INCOME. UNDER PREVIOUS
ARIINGEMENTSy MOST 4IRKERS COJLD EXPECT TO BE FAIRLY
FU_LY COMPENSATED WITHIN A FZd MONTHS FOR LOSSES IN
PURCHASING POWER DUE 70 INFLATIONS. THE MEW SYSTECH
GUARANTEES THEY WON®T 3E FULLY COMPENSATED DURING THE
NEXT TWO YEARS. IF THI SYSTEY WORKS AS INTINDEDy IV LA-
TION WILL FALL. WITH FALLING INFLATION 88 PCT OF THE
PREVIOUS SEMESTER'S TANFLATION MAY BE LARSE ENOUGH TO

KEZ? CURRENT WAGES IN LINEZ HITH CONTEMPORANEQUS INFL2TIDV.
BUT IT WOULD NOT COMPENSATE F3R EARLIER LOST INCOME AMD
THIS LOSS IN PERMANENT INCOME WILL REQUIRE A DOWNWARD
ADJJSTMENT IN CONSUMPTIONa

15, MONETARY POLICY HAS TD BI TIGHY TO BE CONSISTENT
4IT4 A RAPIDLY FALLINMG ATI OF INFLATION. ON SURFACST
APPZARANCES THE MONZITARY AUTHORITIES HAVE BEEN MAINTAIN-
ING A RELATIVELY FIRM STANCE IN THE FACE OF A RAPRPID
ACCELERATION OF INFLATION. M-1 OVER THE 12 MOINTH4S INDING
JUNZ INCREASED 87 PCT. THE BASE INCREASED 93 PCT. 23UCES
ADVANCED 143 PCT IN THE YZAR INDING JULY. FROM JAN-JULY
THE ANMUAL RATE OF IMFLATION JAS 238 PCT WHILE SEASOVGLLY
ADJJSTED M=1 GREW AT AN ANNUA. RATE OF 112 PCT IN TH4=
FIRST HALF. THE INFLATION FISURES HAVE BEEN TUGGING THE
MONZY NUMBERS UPy BUT THE AUTHORITIES ARE RESISTING THIS
PRESSURE AND MORE RECENTLY HAVE OPERATED ASGRESSIVELY TO
LIMIT MONZTARY GROWTH (3RASILIA 6568967950

16 IN A HYPER-INFLATIONARY ZICONOMY SUCH AS BRAZILs THE
MONEY SUPPLY NUMBERS ALONE ZAY BE A LITTLE MISLEADING.

IN THE LAST FOUR YEARS THE CASH BASIS ON WHICH THE I:)ONOMY
OPERATES 4AS SHRUMK INM EAL TIRMS BY MORE THAN HALF., THE
M-1 VELOCITY OF CYRCULATION HAS GONE FROM 9.8 IN 1373 TO
ABOUT 2@.% THIS YEAR. NO ONE KEEPS MORE THAN ABSOLUTE
MYNIMAL CASH BALANCES. SCHEMIS FOR MAINTAINING WORKING
BALANCES IN INTERIST EARNING FORM HAVE PRDLIFIRATE).

VERY RECENTLY THE AUTHORITIES HAVE GONE A STEP FJYRTAIR

IN LIQUIFYINS NEAR MNIESe SYIVINGS ACCOUNTS HAVE BIEN
ALLIWED TO REGISTER MONZTARY - CRRECTION MONTHLY AND NOW
PERWMIT MONTHLY WITHDIAWALSe. WITH VIRTUALLY UVIVERSAL

MONETARY CORRECTIONy TIME SERIES FOR THE HIGHER M=S

ARE ALSO HARD TO READ AS T“NDICATORS DF MONETARY 20LICY.

THE HIGHER M-S ALL AUTOMATICA.LY GD UP WITH INFLATION AS

MONETARY CORRECTION IS CREDITID TO ACCOUNTS. IN OUR

VIEWd s PROBABLY THE BESY INDICATOR OF MONETARY PQLICY IS “}

THE BASE AND THIS HAS JEMAINE) HELL BELOW RECINT

INF_ATIGCN.

17. THROUGH THE REST OF THIS YEARs WE EXPECT SERIOUS
CONFIDENTTIAL
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. IN YHE BASE TH LESS THAN 198 °CY. OFFICIAL CREDIT 1D
; °RIJRITY SECTORS WILL HAVE TO BE SQUIEZED SHARPLY IN
. REA. TERMS. ELIMINATING THE JHEAT AND PETROLIUM SU33I-
DIES WILL HELP THIS YEAR T0 MODERATE.PRESSURE FOR .EXPAN-
SI0ON COF THE MONETARY BASE BUT AGGRESSIVE OPEN MAIKEY
OPEIATIONS WILL STILL BE NECESSARYe NEXT YEAR OPERATING
CONTROL SHOULD 872 A LITTLE EASIER AS RURAL CRZIDIT STARTS
TO 2AY INTEREST RATES THAT ARE CLOSER 70 I'NFLATION RWTES.
LARSER REPAYMENTS MEAN THERI J4ILL BE REDUCED NECEZSSITY TO
BOIROW CR PRINT MONEY TO MAIMTAIN THE REAL LEVEL 05 THISE
CREJIT PROGRAMS. EVEN IF OPEIATING CONTROL BIZCOMES &
LITTLE EASIERy POLICY HILL HAVE TO BE CONTINUJUSLY TIGHT
IF THE AMBITIOUS TARGETS OF RIDUCING INFLATION DOWN
TOWARD 68-78 PCT ART TO BE MET. IF THE PUBLIC SECTOR
DEFICIT DOES SHRINK A4S PROGRAMEDs IT 1S PROSSIBLE THAT
THIS TIGHT MONETARY 20LICY WOULD BE ACCOMPANIED BY SOME
RIDJCTION IN WHAT ARZ NOW EXTIEMELY HIGH REAL INFERZIST
RATES.
18. WHILE WE ARE COMFTIDENT THE POLICIES THAT ARE BIING
ADO>TED ARE ANTI-INFLATIONARY; RUANTIFYING THE IMPIIVI-
MENT YHROUGH 1984 IS GIESSWIRCes THE MAXI-DEVALUATIOVN,
WIT4DRAWAL OF PETROLZUM AND WAEAT SUBSIDTESy AND CRD?
LOSSES FROM DROUGHT AND FLOODS HAVE ADDED A LARGE BJBBLE -
TN THE RECENT INFLATION NUMBEIS AND WE BELIEYI THI UYDIR-
LYING MONTHLY TREND OF INFLATION IS MORE LIKE 8s8~9.3 PCT
PER MONTH RATHER THAY THE 12.8=13,8 PCT FISURES OF THE
LAST FEW MONTHS. TO SETY DEC/)EC INFLATION DOWN TO 6%
PCT NFXT YEARy AS THI IMF WANTSy MEANS CUTTING THE MONTHLY
INFLATION DOWN TO 4.7 2CT- WI DOUBT THE NUMBIRS WILL FALL
THAT MUCH THAT SOONe. 4S5 A STILL FAIRLY ARBITRARY GJIISS»
WE 4AVE PROJECTED DEC/JEC INMF_ATION FOR NEXT YEAR AT 79
DCl W
19« IF THE ADJUSTMEYT PROGRAM HWORKS AS SCRIPTED DURING
1983-844y THE CURRENT ACCOUNT,y OR NET FORED'GN BORROWINGs
WOULD DROP BY AROGUND B.5 BILLION DOLLS{RS DR APPRIXIMATELY
3.9 PCT OF GDP. THZ DOMISTIC COUNTERPARY TO THIS RIDUCED
AVAILABILITY OF FOREIGN SAVINGS WOULD BE THE PRO205ZI)
CUT OF 6 PZRCENTAGE 20I[NTS OF GDP IN THE PUBLIC SECTOIR
DEFICITa HIGHER TAXZSy RIZDUCID SUBSIDIES AND THI RECZZIS- —
SIOY WILL PROBABLY SUR?RESS PIRSONAL SAVINGS RATES, AT
LEAST DURING THE TRANSITIONy 3UT THE CUTCOME d0OULD STILL
BE A& SUBSTANTIAL IMPROVIMENT IN THE SECTORAL BALANCZ, IV
IS JUR IMPRESSION THAT A MAJNY PART OF THE INFLATIONARY
PRO3LEM IN THE FIRST HAILF OF THE YEAR HAD ITS ORIGIN IN
THE FAILURE OF THE PJSBLIC SEC3TR TD REDUCE ITS CLAIMS ON
SAVINGS FLOWS AS FAST A4S FOREIGN SAVINGS HERE DRYING UP.
2. GOB ECONOMISYTS TELL US THAT THEY AND THE IMF STAFF
AGRIE THAYT POLICIES NNW ADOPTZID SHOULD RIDUCE THE PUBLIC
SEZTOR DEFICIT TO ARJUND Pe5 PCT OF GDP NEXT YEARS WE
ARE NOT IN A POSITION TO CHECK THEIR CALCULATIONS, 3UT
ARE HAIGHLY SKEPTICAL. RIVENUI IS LIKELY TO BE A MAJIR
PROBLEM AS THE RECESSION DEEPINS AND THE SALARY LAW WILL
AGGRAVATL PROBLEMSe STATE SOVERNMENTS WHICH RELY ON VAT
TAXZIS ARE ALREADY HAVING PROBLEMS. THE SOCIAL SICURITY
SYSTEM EXPECTS SUBSTANTIeL NET REVENUE LOSSES IF SALARIES
RUN AT 88 PCT OF INFLATIDOM. THE SAME SHOULD ALSO BI TRUE
OF INCOME TAX RECEIPTS. HOWEWVERy EVEN IF THE PUBLIC
SEZTOR DEFICIT DOZS NGT DROP AS MUCH AS PROJECZTED, IY
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TO THE ADJUSTMENT EFFOT AND INFLATION CONTROL.
21e TXTERNAL ACCOUNTS
- FNR 1983 WE LOOK FOR A TADE SURPLUS OF 5.5 BILLION
DOLL ARSy AND A CURRENT AZCOUM™ DEFICIYT OF Te.6 BILLIDN
DOLL ARSe FOR THE YEAR HE LOOK FOR EXPORTS OF 22.5
3ILLION AND IMPORTS OF 1648 BILLIONe. DURING THE FIST
SEVEN MONTHS OF 1983 IMPORTS IND EXPORTS WERE EACH
RUNNING AT ANNUAL RATES ABOUT 1.5 BILLION LESS THAN
THIS, NORMAL SEASON3IL INFLUIZINCES WOULD TEND TO INCREASE
TXPORTS IN THE LAST H44LF 2F TH4E YIARs BUT CEMFRAL BAVK
STA=FZRS TELL US THEY T4INK SEASONAL PATTERNS HAVE BIIN
DISTORTED THIS YEAR. ADWEVERy EXCLUDING SEASONAL
FACTORSy THE LAGSED EFFZCT OF THE MAXI~-DEVALUATION SHOULD
GRDI4 AS THE YEAR HWEARS ON, THE RICENT RUMUP OF SOY PRICES
SHOULD ALSC HELP THE SECOND HALF EXPORT NUMBFERS. IMPORTS
HAVE BEEN CONSISTENTLY WERK A_L YEAR AND THERE I3 ND
REASON TO ANTICIPATE aNY RECOVERY IN THE SECOMD HALF.
THI ECONOMY MWILL 3E FALTZRING AND THE FOREIGN EWCHANGE
SHOYTAGBE IS GETTING WORSE, SIXTEEN BILLION DOLLARS OF
IMPORTS MAY BE HIGH.
22. FOR 1984 HE SEE NO REASOV FOR IMPORTS TD INCREAZE.
IF 3RAZIL STICKS 70O THZ IMF PIOGRAMy DOMESTIC ACTIVITY
WI.L BE LOMER THAN IN 1983. MNEW LOCAL OIL PRODUCTION
WIL. SAVE ABOUT 1.9 37LLION DJLLARS IN PETROLIUM
PURCHASES. CUTBACKS IN PUBLIC INVESTMENT SHOULD
CONTINUE 7O CRIMP CAPITAL GOODS IMPORTS. OUR ESTIMATE
DF 15,5 BILLION IN TOTAL 1984 IMPORTS ALLDWS FOR A 3S¥iaLlL
INCREASE IN THE VALUE OF IMPOXTS JITHER THAN DIL &M
EQUIPMENT « BASED ON THE ASSUMED GROWTH IMN WORLD TADE
FOR NEXT YEAR WE PROJECT A NIME PERCENT RISZ IN 3RAZILIAN
EXPORTSy TO 24,5 BILLION DOLLARS. THIS ASSUMIS A FA[3LY
STRONG GAIN IN INDUSTRIAL EXPORTS AND MINDR IMPRIVEMINTS
IN 38RICULTURAL SALESe CNOMMODITY PRICES WILLy OF COURSE,
HAVZ A MAJOR BEARING NV THE FINAL OUTCOMES
23« THE SERVICE ACCOUNTS ARZI DOMIMATED BY INTERZST
PAYMENTSe WITH LIWTY INTEREST RATES IN 1983 VET PAvV=
MENTS SHOULD DECLINE T0 9.9 BILLION DOLLARSs A 1.5
3ILLION SAVINGS OVER 13832. IF RAOTES HOLD LEVEL NEXT
YE&R AT 12 PCTe THE INTEREST BILL HOULD RISE 3Y aMOT4ER
«7 BILLION T0 10.5 BILLION OOLLARS. HE ESTIMATE T4Z
FLOATING RATE DEBT NOW TO BE LROUNMD 78 BILLION DOLLARS,
SO EACH POINT ON LIBOR COSTS N ADDITIONAL 789 MILLION
IN DEBT SERVICE. CENTIAL BANK OFFICIALS 3SAY THEY AR:Z
NOW ASSUMING A 1984 LIRBOR OF L1 PCT.
24, SOME INDIVIDJAL ITEMS I THE OTHER SERVICES CATIGORY
HAVZ RZEN BOUNCING AROQUND RECENTLY BUT THE GRIUP AS &
WHOLFE SHOWS A YEAR=TO?=YEAR INZRTIA THAT IS UNLIKILY 71D
CHANGE. HWE EXPECT OTHER SERVICES TO BE 4.4 BILLION IV
1984 VS 4.3 BILLIDN IMN 1983. #WIT4H THISE TRADZ AMD 3EVICE
RESJLTS THE CURRENT ACZOUNT DIFICIT WOULD BE 7.6 BIL_ION
DOLLARS IWN 1983 AND 5.3 BILLIDN IN 1984,
25« UNIDENTIFIED FIMAMCING RIQUIREMENTS DEPEMD CRUCIALLY
ON RESERVE TARGETS AND DEFINITIONS. FOR DUR CALCULATIONS
WE 4AVE ASSUMED TH4E < IND RESERVE REQUIREMENTS ARI MIT BUT
THAT GOLD PRODUCTION IS COUNTID IN MEETING THE RESZVE
TAR5ET. AS WE ADD UP THZI NUMIERSey THERE IS AN UNIDENTI-
CONFIDENTTIAL
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AYD 5.1 RILLION DOLLARS FOR 13B%. IF THE FUND PRIOCIDJRE
DF  NOT COUNTING 60LD 4ERE USZDy THESE FISURES WDULD ZACH.
BE INCREASED By 5493 MILLION DOLLARSy FOR A COMBINE) 18-
MONTH FINANCING REQUIREMENT OF 12.1 BILLION DOLLARS. A
NUMBER CF ALTERNATIVZ FINAZNCING PACKAGES ARE MOW UNDIR
DISCUSSIONy SO IV OQUR CAPITAL ACCOUNT TABLES WE 4AVZ
ARBITRARILY PLACED ALL THE UNIDENTIFIED FINANTZING IN THE
COMMERCIAL BANK CATES3DRY. KO2P
' NNV
NNDD _
CONFIDENTTIA AL
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